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Dear Ms. Moms: 

We are submitting this letter on behalf of our client, the Committee of Annuity 
Insurers (the "~ommittee").' The Committee is pleased to have the opportunity to offer 
its comments in response to the request of the Securities and Exchange Commission (the 
"Commission") in Release No. IC-28064 (November 21,2007) (the "Proposing Release") 
for comments on proposed amendments to the disclosure and delivery requirements 
applicable to open-end management investment companies (commonly known as 
"mutual funds"). The Commission's proposal (the "Proposal") has two primary 
components: (1) proposed revisions to the current risWreturn summary in mutual fund 
prospectuses to create a new expanded and standardized "summary section" in the front 
of each prospectus; and (2) proposed revisions to Rule 498 to permit the use of a 
"summary prospectus" (together, the "Proposed Rules"). 

As noted, the member companies of the Committee represent over two-thirds of 
the annuity business in the United States. In some cases, Committee members also offer 
other financial products, including mutual funds available to the public (sometimes 
referred to as "retail funds" or "retail mutual funds"). To the extent particular Committee 
members offer retail mutual funds, these companies may choose to comment on the 
Proposal from the perspective of their retail fund business. The Committee's comments 
in this letter, however, focus primarily on how the Proposal would impact the offer and 

I The Committee of Annuity Insurers is a coalition of 33 life insurance companies that issue fixed and 
variable annuities. The Committee was formed in 1981 to participate in the development of federal 
securities law regulation and federal tax policy affecting annuities. The member companies of the 
Committee represent over two-thirds of the annuity business in the United States. A list of the 
Committee's member companies is attached as Appendix A. 
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sale of variable annuity contracts and the mutual funds that are available for investment 
only as underlying investment options in these contracts (referred to generally as 
"insurance funds" or "underlying funds").' In this regard, the Proposing Release 
requested comment on a number of legal and practical issues that, while not framed in the 
context of variable annuities, could have significant implications for Committee 
 member^.^ Indeed, if adopted, the Proposed Rules could fundamentally alter the manner 
and form in which disclosure regarding underlying funds is provided to contract owners. 
This letter offers the Committee's observations, and in some cases recommends revisions 
or clarifications, relating to certain specific provisions of the Proposed Rules. 

The Committee commends the Commission for its efforts to improve the 
disclosure provided to mutual fund investors and to encourage and foster a "layered 
disclosure" process. For the reasons discussed in this letter, however, the Committee 
believes that certain disclosure proposed to be required in the new expanded fund 
prospectus summary section is unnecessary andlor unduly burdensome and would have 
little meaning in the context of insurance funds. The Committee also believes that 
because of the unique investment structure employed by most variable annuities, certain 
revisions to the Proposed Rules will be necessary if the use of underlying fund summary 
prospectuses is to be a viable option for variable annuity issuers. 

From a higher-level, policy-related perspective, the Committee believes it 
important to note that there could be significant negative implications for Committee 
members and their variable annuity businesses, as well as for millions of retiring 
Americans, flowing from the fact that the Commission has not proposed new disclosure 
rules for variable annuities similar to those it has proposed for mutual funds. The 
Committee appreciates that there are unique and challenging disclosure issues presented 
by variable annuities. Nonetheless, to the extent that the Proposed Rules significantly 
improve investors' understanding of mutual funds and provide more effective means of 
delivering fund disclosure documents, the Committee strongly believes that investors 
would similarly benefit if the Commission were to propose corresponding improvements 
for variable annuity disclosure documents as soon as possible. 

Section I of this letter provides an overview of the unique two-tiered investment 
structure employed by most variable annuities and the resulting implications for the 
Commission's Proposal. Section I1 provides the Committee's comments and 

For tax reasons, the underlying funds that are available through registered insurance company separate 
accounts generally are not permitted to be offered to the general public. Shares of certain insurance funds 
may also be permitted to be offered to certain types of tax-qualified retirement plans, but unless otherwise 
noted the Committee's comments do not address the potential impact of the Proposal on sales of fund 
shares to these plans. 

3 The Proposal would not directly impact Committee members' fixed annuity business. Therefore, the 
comments in this letter focus on variable annuities, which are regulated under the federal securities laws. 
This letter also does not comment on the impact the Proposed Rules may have on variable life insurance 
policies. However, it is worth noting that many insurance funds are also offered as investment options in 
variable life policies. 
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recommendations regarding the proposed expanded fund prospectus risWretum summary. 
Section I11 provides the Committee's comments and recommendations concerning the 
fund summary prospectus proposal. Section IV concludes with a discussion of the 
reasons why the Committee believes that the Commission should commit the necessary 
resources to develop a rule proposal that would require standardized summary sections in 
variable annuity prospectuses and permit the use of a corresponding variable annuity 
summary prospectus. 

I. Overview of the Two-Tiered Investment Structure of Variable Annuities and 
Associated Implications for the Proposed Rules 

A. Two-Tiered Investment Structure of Variable Annuities 

A variable annuity is a contract between the insurance company issuing the 
contract and the investor purchasing the ~on t rac t .~  Today most variable annuities are 
issued through a two-tiered investment structure. The top tier consists of a separate 
account of the issuing insurance company, which is a segregated investment account 
established under state insurance law that holds variable annuity contract assets and 
liabilities separate and apart from the assets and liabilities of the insurance company's 
general account. Absent an exemption from the Investment Company Act of 1940 (the 
"1940 Act"), a separate account is required to register as an investment company under 
the 1940 Act. Separate accounts typically are organized and registered under the 1940 
Act as unit investment trusts and are divided into subaccounts. 

The bottom tier of the two-tiered variable annuity investment structure consists of 
portfolios of one or more underlying mutual funds, which may include both so-called 
"proprietary" funds sponsored by the insurance company as well as unaffiliated mutual 
funds. The current generation of variable annuity contracts typically offers a wide variety 
of underlying funds. Each subaccount of the separate account corresponds to and is 
invested exclusively in a portfolio of the underlying funds. This structure permits 
variable annuities to offer a wide variety of underlying funds as investment options, and 
gives the contract owner the opportunity to select from dozens of underlying funds 
offered by many different mutual fund complexes. 

For tax reasons, the underlying funds that are available through registered 
insurance company separate accounts cannot be available directly to the public.5 
Accordingly, mutual fund complexes have created separate funds apart from their retail 
funds that are only available to insurance company separate accounts (and, as noted, 
certain qualified retirement plans). Under this structure, variable annuity owners allocate 

For ease of reference, this comment letter sometimes refers to insurance companies as issuers of variable 
annuity contracts although, under the federal securities laws, insurance company separate accounts are the 
primary issuers of variable annuity contracts, with the insurer as a separate entity co-issuing the contract. 
See Stephen E. Roth, Susan S. Krawczyk, and David S. Goldstein, Reorganizing Insurance Company 
Separate Accounts Under Federal Securities Laws, 46 Business Lawyer 546 (Feb. 1991). 

See Section 817(h) of the Internal Revenue Code 


































